
S&P debt adjustments for WPL
($'s in millions)

(as reported by S&P) (as calculated by WPL using stated methodology)
12/31/2007 12/31/2007 12/31/2008 12/31/2009 12/31/2010

Operating leases 25,800,000$                     26,788,031$             23,037,250$             20,088,402$             10,935,835$             
Power-purchase agreements 214,200,000$                   147,692,980$           121,687,199$           109,155,924$           84,648,726$             
Postretirement benefit obligations 33,000,000$                     33,930,000$             105,950,000$           98,930,000$             95,030,000$             
Asset retirement obligations 7,700,000$                       7,670,000$               11,635,000$             12,350,000$             13,065,000$             
  Total 280,700,000$                   216,081,012$           262,309,449$           240,524,326$          203,679,561$           

Data Sources:
Operating lease information is from WPL's operating lease footnote (3) in the 10-K and company workpapers supporting the footnote disclosure.
The operating lease footnote (3) discloses minimum lease payments for certain PPAs, synthetic leases, and other operating leases.
Power-purchase agreements information is from the Purchased Power table shown in WPL's Commitments and Contingencies footnote (12) in the 10-K and company workpa
Postretirement benefit obligations information is from WPL's benefit plans footnote (6) in the 10-K.
Asset retirement obligations information is from AEC's footnote (18) in the 10-K.
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WPL OBS Adjustments ($'s in millions)

Discount Rate 6.79% 2007 13-Mo. Avg. embedded cost of debt as calculated by WPL

1.  Operating Leases (excluding PPAs classified as operating leases)

Synthetic Other
Leases Leases Total Adjustment Adjusted Discount Adjusted

Amount Amount Amount Factor Amount Year Factor Amount PV
2008 2,609,207$         2,126,400$        4,735,607$        100.0% 4,735,606.5$            1 0.936417 4,735,607$                 4,434,504$                
2009 2,609,207$         1,928,737$        4,537,944$        100.0% 4,537,943.6$            2 0.876877 4,537,944$                 3,979,220$                
2010 5,332,144$         1,340,247$        6,672,391$        100.0% 6,672,391.0$            3 0.821123 6,672,391$                 5,478,854$                
2011 1,387,909$         1,191,303$        2,579,212$        100.0% 2,579,212.3$            4 0.768914 2,579,212$                 1,983,192$                
2012 1,387,909$         1,158,917$        2,546,826$        100.0% 2,546,826.4$            5 0.720024 2,546,826$                 1,833,777$                

Thereafter 6,082,033$         8,276,265$        14,358,298$      100.0% 14,358,298.2$          6 0.674243 4,786,099$                 3,226,994$                
19,408,409$       16,021,869$     35,430,278$     35,430,278.1$         7 0.631373 4,786,099$                3,021,813$               

8 0.591228 4,786,099$              2,829,678$                
Additional Years of Payments 3.0                            26,788,031$              Potential debt equivalent

100% Risk factor

26,788,031$              

OBS Debt Adjustment - Operating Leases 
(excluding PPAs classified as operating 
leases)

2a.  PPAs classified as Operating Leases

Minimum
lease

payments
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2008 71,954,854$      100.0% 71,954,854$             1 0.936417 71,954,854$               67,379,767$              
2009 63,489,696$      100.0% 63,489,696$             2 0.876877 63,489,696$               55,672,673$              
2010 57,549,923$      100.0% 57,549,923$             3 0.821123 57,549,923$               47,255,568$              
2011 58,420,785$      100.0% 58,420,785$             4 0.768914 58,420,785$               44,920,547$              
2012 59,237,926$      100.0% 59,237,926$             5 0.720024 59,237,926$               42,652,738$              

Thereafter 17,120,417$      100.0% 17,120,417$             6 0.674243 17,120,417$               11,543,322$              
327,773,600$   327,773,600$          269,424,615$           Potential debt equivalent

40% Risk factor

Additional Years of Payments 1.0                            107,769,846$            
OBS Debt Adjustment - PPAs classified as 
Operating Leases

2b.  Energy-only PPAs (including Kewaunee)
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2008 18,134,778$      100% 18,134,778$             1 0.936417 18,134,778$               16,981,719$              
2009 18,862,027$      100% 18,862,027$             2 0.876877 18,862,027$               16,539,683$              
2010 19,427,888$      100% 19,427,888$             3 0.821123 19,427,888$               15,952,686$              
2011 20,010,724$      100% 20,010,724$             4 0.768914 20,010,724$               15,386,522$              
2012 20,611,046$      100% 20,611,046$             5 0.720024 20,611,046$               14,840,451$              

Thereafter 31,369,905$      100% 31,369,905$             31,369,905$               20,106,774$              
128,416,367$   128,416,367$          99,807,835$             Potential debt equivalent

40% Risk factor

Additional Years of Payments 2.0                            39,923,134$              
OBS Debt Adjustment - Energy-Only PPAs 
(Including Kewaunee)

2c.  Other PPAs (not-classified as operating leases)
Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2008 -$                   100% -$                          1 0.936417 -$                            -$                           
2009 -$                   100% -$                          2 0.876877 -$                            -$                           
2010 -$                   100% -$                          3 0.821123 -$                            -$                           
2011 -$                   100% -$                          4 0.768914 -$                            -$                           
2012 -$                   100% -$                          5 0.720024 -$                            -$                           

Thereafter -$                   100% -$                          
-$                  -$                         -$                          Potential debt equivalent

40% Risk factor

Additional Years of Payments #DIV/0! -$                           
OBS Debt Adjustment - Other PPAs not-
classified as Operating Leases

Total PPAs
Adjusted Discount Adjusted
Amount Year Factor Amount PV

2008 90,089,631$      90,089,631$             1 0.936417 90,089,631$               84,361,486$              
2009 82,351,722$      82,351,722$             2 0.876877 82,351,722$               72,212,356$              

Minimum lease payments

PK-2.2 - 12-31-2007

Exhibit 3 (PLK), Schedule 2
Docket No. 6680-UR-117

Wisconsin Power and Light Company
Page 1 of 2



2010 76,977,811$      76,977,811$             3 0.821123 76,977,811$               63,208,254$              
2011 78,431,509$      78,431,509$             4 0.768914 78,431,509$               60,307,070$              
2012 79,848,972$      79,848,972$             5 0.720024 79,848,972$               57,493,189$              

Thereafter 48,490,322$      48,490,322$             48,490,322$               31,650,096$              
456,189,967$          369,232,451$           Potential Debt Equivalent

40% Risk factor
Additional Years of Payments 1.0                          147,692,980$           OBS Debt Adjustment - Total PPAs

3.  Postretirement benefit obligations Other
Qualified Postretirement

Pension Benefits Benefits Total
Net projected benefit obligation at measurement date 238,600,000$            87,700,000$               326,300,000$            

Fair value of plan assets at measurement date (253,300,000)$           (20,900,000)$              (274,200,000)$           
Federal subsidy on other postretirement benefits paid -$                           100,000$                    100,000$                   

(Over)/under funded status (14,700,000)$             66,900,000$               52,200,000$              Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

33,930,000$              
OBS Debt Adjustment - Postretirement 
benefit obligations

4.  Asset retirement obligations Balance at 12/31 11,800,000$              Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

7,670,000$                
OBS Debt Adjustment - Asset retirement 
obligations
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WPL OBS Adjustments ($'s in millions)

Discount Rate 6.71% 2008 13-Month Avg. Cost of Debt

1.  Operating Leases (excluding PPAs classified as operating leases)

Synthetic Other
Leases Leases Total Adjustment Adjusted Discount Adjusted

Amount Amount Amount Factor Amount Year Factor Amount PV
2009 2,599,197$         1,784,238$        4,383,435$        100.0% 4,383,435.0$            1 0.937119 4,383,435$                 4,107,802$                
2010 5,322,135$         5,234,495$        10,556,630$      100.0% 10,556,630.0$          2 0.878193 10,556,630$               9,270,754$                
2011 1,377,900$         951,430$           2,329,330$        100.0% 2,329,329.6$            3 0.822971 2,329,330$                 1,916,971$                
2012 1,377,900$         913,039$           2,290,939$        100.0% 2,290,938.6$            4 0.771222 2,290,939$                 1,766,823$                
2013 1,377,900$         860,883$           2,238,782$        100.0% 2,238,782.5$            5 0.722727 2,238,782$                 1,618,029$                

Thereafter 4,570,160$         2,071,537$        6,641,697$        100.0% 6,641,697.5$            6 0.677282 3,320,849$                 2,249,150$                
16,625,191$       11,815,622$     28,440,813$     28,440,813.3$         7 0.634694 3,320,849$                2,107,722$               

23,037,250$              Potential debt equivalent
Additional Years of Payments 2.0                            100% Risk factor

23,037,250$              

OBS Debt Adjustment - Operating Leases 
(excluding PPAs classified as operating 
leases)

2a.  PPAs classified as Operating Leases

Minimum
lease

payments
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2009 63,321,543$      100.0% 63,321,543$             1 0.937119 63,321,543$               59,339,840$              
2010 57,379,250$      100.0% 57,379,250$             2 0.878193 57,379,250$               50,390,032$              
2011 58,247,534$      100.0% 58,247,534$             3 0.822971 58,247,534$               47,936,043$              
2012 59,062,082$      100.0% 59,062,082$             4 0.771222 59,062,082$               45,549,988$              
2013 17,069,596$      100.0% 17,069,596$             5 0.722727 17,069,596$               12,336,661$              

Thereafter -$                   100.0% -$                          -$                           
255,080,005$   255,080,005$          215,552,564$           Potential debt equivalent

40% Risk factor

Additional Years of Payments -                            86,221,026$              
OBS Debt Adjustment - PPAs classified as 
Operating Leases

2b.  Energy-only PPAs (including Kewaunee)
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2009 18,862,027$      100% 18,862,027$             1 0.937119 18,862,027$               17,675,969$              
2010 19,427,888$      100% 19,427,888$             2 0.878193 19,427,888$               17,061,427$              
2011 20,010,724$      100% 20,010,724$             3 0.822971 20,010,724$               16,468,250$              
2012 20,611,046$      100% 20,611,046$             4 0.771222 20,611,046$               15,895,696$              
2013 21,229,377$      100% 21,229,377$             5 0.722727 21,229,377$               15,343,049$              

Thereafter 10,140,527$      100% 10,140,527$             10,140,527$               6,221,043$                
110,281,590$   110,281,590$          88,665,433$             Potential debt equivalent

40% Risk factor

Additional Years of Payments 1.0                            35,466,173$              
OBS Debt Adjustment - Energy-Only PPAs 
(Including Kewaunee)

2c.  Other PPAs (not-classified as operating leases)
Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2009 -$                   100% -$                          1 0.937119 -$                            -$                           
2010 -$                   100% -$                          2 0.878193 -$                            -$                           
2011 -$                   100% -$                          3 0.822971 -$                            -$                           
2012 -$                   100% -$                          4 0.771222 -$                            -$                           
2013 -$                   100% -$                          5 0.722727 -$                            -$                           

Thereafter -$                   100% -$                          
-$                  -$                         -$                          Potential debt equivalent

40% Risk factor

Additional Years of Payments #DIV/0! -$                           
OBS Debt Adjustment - Other PPAs not-
classified as Operating Leases

Total PPAs
Adjusted Discount Adjusted
Amount Year Factor Amount PV

2009 82,183,570$      82,183,570$             1 0.937119 82,183,570$               77,015,809$              
2010 76,807,138$      76,807,138$             2 0.878193 76,807,138$               67,451,458$              

Minimum lease payments
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2011 78,258,258$      78,258,258$             3 0.822971 78,258,258$               64,404,293$              
2012 79,673,128$      79,673,128$             4 0.771222 79,673,128$               61,445,685$              
2013 38,298,974$      38,298,974$             5 0.722727 38,298,974$               27,679,710$              

Thereafter 10,140,527$      10,140,527$             10,140,527$               6,221,043$                
365,361,595$          304,217,998$           Potential Debt Equivalent

40% Risk factor
Additional Years of Payments 1.0                          121,687,199$           OBS Debt Adjustment - Total PPAs

3.  Postretirement benefit obligations Other
Qualified Postretirement

Pension Benefits Benefits Total
Net projected benefit obligation at measurement date 252,900,000$            89,300,000$               342,200,000$            

Fair value of plan assets at measurement date (164,600,000)$           (14,600,000)$              (179,200,000)$           
Federal subsidy on other postretirement benefits paid -$                           -$                            -$                           

(Over)/under funded status 88,300,000$              74,700,000$               163,000,000$            Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

105,950,000$            
OBS Debt Adjustment - Postretirement 
benefit obligations

4.  Asset retirement obligations Balance at 12/31 17,900,000$              Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

11,635,000$              
OBS Debt Adjustment - Asset retirement 
obligations
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WPL OBS Adjustments ($'s in millions)

Discount Rate 7.03% 2009 13-Month Avg. Cost of Debt

1.  Operating Leases (excluding PPAs classified as operating leases)

Synthetic Other
Leases Leases Total Adjustment Adjusted Discount Adjusted

Amount Amount Amount Factor Amount Year Factor Amount PV
2010 5,322,135$         5,234,495$        10,556,630$      100.0% 10,556,630.0$          1 0.934317 10,556,630$               9,863,244$                
2011 1,377,900$         951,430$           2,329,330$        100.0% 2,329,329.6$            2 0.872949 2,329,330$                 2,033,386$                
2012 1,377,900$         913,039$           2,290,939$        100.0% 2,290,938.6$            3 0.815612 2,290,939$                 1,868,516$                
2013 1,377,900$         860,883$           2,238,782$        100.0% 2,238,782.5$            4 0.762040 2,238,782$                 1,706,042$                
2014 3,673,454$         582,016$           4,255,470$        100.0% 4,255,469.8$            5 0.711988 4,255,470$                 3,029,841$                

Thereafter 896,706$            1,489,521$        2,386,228$        100.0% 2,386,227.7$            6 0.665222 2,386,228$                 1,587,372$                
14,025,994$       10,031,384$     24,057,378$     24,057,378.2$         

20,088,402$              Potential debt equivalent
100% Risk factor

Additional Years of Payments 1.0                            20,088,402$              

OBS Debt Adjustment - Operating Leases 
(excluding PPAs classified as operating 
leases)

2a.  PPAs classified as Operating Leases

Minimum
lease

payments
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2010 57,379,250$      100.0% 57,379,250$             1 0.934317 57,379,250$               53,610,437$              
2011 58,247,534$      100.0% 58,247,534$             2 0.872949 58,247,534$               50,847,135$              
2012 59,062,082$      100.0% 59,062,082$             3 0.815612 59,062,082$               48,171,722$              
2013 17,069,596$      100.0% 17,069,596$             4 0.762040 17,069,596$               13,007,719$              
2014 -$                   100.0% -$                          5 0.711988 -$                            -$                           

Thereafter -$                   100.0% -$                          -$                           
191,758,462$   191,758,462$          165,637,014$           Potential debt equivalent

40% Risk factor

Additional Years of Payments -                            66,254,805$              
OBS Debt Adjustment - PPAs classified as 
Operating Leases

2b.  Energy-only PPAs (including Kewaunee)
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2010 23,787,868$      100% 23,787,868$             1 0.934317 23,787,868$               22,225,421$              
2011 23,004,578$      100% 23,004,578$             2 0.872949 23,004,578$               20,081,827$              
2012 23,694,715$      100% 23,694,715$             3 0.815612 23,694,715$               19,325,686$              
2013 24,405,557$      100% 24,405,557$             4 0.762040 24,405,557$               18,598,016$              
2014 5,946,915$        100% 5,946,915$               5 0.711988 5,946,915$                 4,234,129$                

Thereafter 43,895,574$      100% 43,895,574$             43,895,574$               22,787,717$              
144,735,207$   144,735,207$          107,252,796$           Potential debt equivalent

40% Risk factor

Additional Years of Payments 2.0                            42,901,118$              
OBS Debt Adjustment - Energy-Only PPAs 
(Including Kewaunee)

2c.  Other PPAs (not-classified as operating leases)
Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2010 -$                   100% -$                          1 0.934317 -$                            -$                           
2011 -$                   100% -$                          2 0.872949 -$                            -$                           
2012 -$                   100% -$                          3 0.815612 -$                            -$                           
2013 -$                   100% -$                          4 0.762040 -$                            -$                           
2014 -$                   100% -$                          5 0.711988 -$                            -$                           

Thereafter -$                   100% -$                          
-$                  -$                         -$                          Potential debt equivalent

40% Risk factor

Additional Years of Payments #DIV/0! -$                           
OBS Debt Adjustment - Other PPAs not-
classified as Operating Leases

Total PPAs
Adjusted Discount Adjusted
Amount Year Factor Amount PV

2010 81,167,119$             1 0.934317 81,167,119$               75,835,858$              
2011 81,252,112$             2 0.872949 81,252,112$               70,928,962$              

Minimum lease payments

PK-2.4 - 12-31-2009

Exhibit 3 (PLK), Schedule 4
Docket No. 6680-UR-117

Wisconsin Power and Light Company
Page 1 of 2



2012 82,756,797$             3 0.815612 82,756,797$               67,497,408$              
2013 41,475,153$             4 0.762040 41,475,153$               31,605,735$              
2014 5,946,915$               5 0.711988 5,946,915$                 4,234,129$                

Thereafter 43,895,574$             22,787,717$              
336,493,669$          272,889,810$           Potential Debt Equivalent

40% Risk factor
Additional Years of Payments 1.0                          109,155,924$           OBS Debt Adjustment - Total PPAs

3.  Postretirement benefit obligations Other
Qualified Postretirement

Pension Benefits Benefits Total
Net projected benefit obligation at measurement date 264,100,000$            91,900,000$               356,000,000$            

Fair value of plan assets at measurement date (186,500,000)$           (17,300,000)$              (203,800,000)$           
Federal subsidy on other postretirement benefits paid -$                           -$                            -$                           

(Over)/under funded status 77,600,000$              74,600,000$               152,200,000$            Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

98,930,000$              
OBS Debt Adjustment - Postretirement 
benefit obligations

4.  Asset retirement obligations Balance at 12/31 19,000,000$              Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

12,350,000$              
OBS Debt Adjustment - Asset retirement 
obligations
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WPL OBS Adjustments ($'s in millions)

Discount Rate 6.89% 2010 13-Month Avg. Cost of Debt

1.  Operating Leases (excluding PPAs classified as operating leases)

Synthetic Other
Leases Leases Total Adjustment Adjusted Discount Adjusted

Amount Amount Amount Factor Amount Year Factor Amount PV
2011 1,377,900$         951,430$           2,329,330$        100.0% 2,329,329.6$            1 0.935541 2,329,330$                 2,179,184$                
2012 1,377,900$         913,039$           2,290,939$        100.0% 2,290,938.6$            2 0.875237 2,290,939$                 2,005,115$                
2013 1,377,900$         860,883$           2,238,782$        100.0% 2,238,782.5$            3 0.818821 2,238,782$                 1,833,161$                
2014 3,673,454$         582,016$           4,255,470$        100.0% 4,255,469.8$            4 0.766040 4,255,470$                 3,259,862$                
2015 896,706$            372,380$           1,269,087$        100.0% 1,269,086.7$            5 0.716662 1,269,087$                 909,507$                   

Thereafter -$                    1,117,141$        1,117,141$        100.0% 1,117,141.0$            6 0.670467 1,117,141$                 749,006$                   
8,703,860$         4,796,889$       13,500,748$     13,500,748.2$         

10,935,835$              Potential debt equivalent
100% Risk factor

Additional Years of Payments 1.0                            10,935,835$              

OBS Debt Adjustment - Operating Leases 
(excluding PPAs classified as operating 
leases)

2a.  PPAs classified as Operating Leases

Minimum
lease

payments
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2011 58,247,534$      100.0% 58,247,534$             1 0.935541 58,247,534$               54,492,968$              
2012 59,062,082$      100.0% 59,062,082$             2 0.875237 59,062,082$               51,693,340$              
2013 17,069,596$      100.0% 17,069,596$             3 0.818821 17,069,596$               13,976,937$              
2014 -$                   100.0% -$                          4 0.766040 -$                            -$                           
2015 -$                   100.0% -$                          5 0.716662 -$                            -$                           

Thereafter -$                   100.0% -$                          -$                            -$                           
134,379,212$   134,379,212$          120,163,246$           Potential debt equivalent

40% Risk factor

Additional Years of Payments -                            48,065,298$              
OBS Debt Adjustment - PPAs classified as 
Operating Leases

2b.  Energy-only PPAs (including Kewaunee)
Total Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2011 23,004,578$      100% 23,004,578$             1 0.935541 23,004,578$               21,521,731$              
2012 23,694,715$      100% 23,694,715$             2 0.875237 23,694,715$               20,738,500$              
2013 24,405,557$      100% 24,405,557$             3 0.818821 24,405,557$               19,983,773$              
2014 5,946,915$        100% 5,946,915$               4 0.766040 5,946,915$                 4,555,577$                
2015 6,125,322$        100% 6,125,322$               5 0.716662 6,125,322$                 4,389,788$                

Thereafter 37,770,252$      100% 37,770,252$             20,269,200$              
120,947,338$   120,947,338$          91,458,569$             Potential debt equivalent

40% Risk factor

Additional Years of Payments 2.0                            36,583,427$              
OBS Debt Adjustment - Energy-Only PPAs 
(Including Kewaunee)

2c.  Other PPAs (not-classified as operating leases)
Adjustment Adjusted Discount Adjusted

Amount Factor Amount Year Factor Amount PV
2011 -$                   100% -$                          1 0.935541 -$                            -$                           
2012 -$                   100% -$                          2 0.875237 -$                            -$                           
2013 -$                   100% -$                          3 0.818821 -$                            -$                           
2014 -$                   100% -$                          4 0.766040 -$                            -$                           
2015 -$                   100% -$                          5 0.716662 -$                            -$                           

Thereafter -$                   100% -$                          
-$                  -$                         -$                          Potential debt equivalent

40% Risk factor

Additional Years of Payments #DIV/0! -$                           
OBS Debt Adjustment - Other PPAs not-
classified as Operating Leases

Total PPAs
Adjusted Discount Adjusted
Amount Year Factor Amount PV

2011 81,252,112$             1 0.935541 81,252,112$               76,014,699$              
2012 82,756,797$             2 0.875237 82,756,797$               72,431,840$              

Minimum lease payments

PK-2.5 - 12-31-2010
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2013 41,475,153$             3 0.818821 41,475,153$               33,960,710$              
2014 5,946,915$               4 0.766040 5,946,915$                 4,555,577$                
2015 6,125,322$               5 0.716662 6,125,322$                 4,389,788$                

Thereafter 37,770,252$             37,770,252$               20,269,200$              
255,326,550$          211,621,815$           Potential Debt Equivalent

40% Risk factor
Additional Years of Payments 1.0                          84,648,726$             OBS Debt Adjustment - Total PPAs

3.  Postretirement benefit obligations Other
Qualified Postretirement

Pension Benefits Benefits Total
Net projected benefit obligation at measurement date 275,700,000$            95,300,000$               371,000,000$            

Fair value of plan assets at measurement date (204,100,000)$           (20,700,000)$              (224,800,000)$           
Federal subsidy on other postretirement benefits paid -$                           -$                            -$                           

(Over)/under funded status 71,600,000$              74,600,000$               146,200,000$            Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

95,030,000$              
OBS Debt Adjustment - Postretirement 
benefit obligations

4.  Asset retirement obligations Balance at 12/31 20,100,000$              Potential Debt Equivalent
100% Risk factor

0.65 Tax effect (= 1 - 0.35 [tax rate])

13,065,000$              
OBS Debt Adjustment - Asset retirement 
obligations

PK-2.5 - 12-31-2010
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Hypothetical underfunded pension plan
  Argument: Rather than recognize attributed debt, fully fund pension plan.  

a Rate Base ($000) 3,200,000$          
b Equity Ratio 51.0%
c Debt Ratio 49.0%
d ROE 10.7%
e Cost of Debt (Incremental) 7.0%
f Expected return on plan assets 8.5%
g Effective tax rate 39.5%
h Underfunded Pension 100,000$             

Base Situation
Pretax Pretax

Cost Rate Income
i Equity 1,632,000$          17.69% 288,635$      = (a * b) * d * (1 - g)
j Debt 1,568,000$          7.00% 109,760$      = a * c
k   Total Capital 3,200,000$          398,395$      = h + i

Scenario: Market deterioration causes pension plan to be underfunded by $100 million.

Option A: Fully fund pension plan (ignore interim impact of FAS 87 smoothing)
Pretax Pretax

Cost Rate Income
l Equity 1,683,000$          17.69% 297,655$      = (n * b) * d * (1 - g)
m Debt 1,617,000$          7.00% 113,190$      = n * c
n   Total Capital 3,300,000$          410,845$      = a + h
o Financing Difference 12,450$        = n - k
p Less: Reduced pension expense 8,500$          = h * f
q   Net Increase 3,950$         = o - p

Option B: No additional funding, debt attribution
Debt Attribution

r   Underfunded pension 100,000$              = h
s   1 - Federal tax rate 0.65                      = (1 - 35%)
t     Debt attribution 65,000$                = r * s

u Equity 1,665,150$          17.69% 294,498$      = (x * b) * d * (1 - g)
v Debt 1,534,850$          7.00% 107,440$      = (x - u - w) * c
w Debt Attribution 65,000$               -$             = t
x   Total Capital 3,265,000$          401,937$      = a + t
y Financing Difference 3,542$         = n - x

Comparison
z Increased ratepayer cost of fully funding pension plan vs. OBS 407$            = q - y

Conclusion: Encouraging full pension funding rather than attributing debt costs ratepayers more money in the long run.
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